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March 27, 2007

TO: All Auditors on the Department of Administiati's Roster of Independent
Auditors Authorized to Conduct Audits of Montanadab Government Entities

FROM: Kay Gray, CPA
Bureau Chief

RE: Revised Standard Audit Contract Dated 3/07N@a Transmittal Letters
Transmittal Letters

Enclosed are copies of the new transmittal lett@tsese new letters should be put into use
immediately.

Standard Audit Contract

The enclosed standard audit contract, dated 3#pfaces the previous version dated 7/01.
There are a number of revisions to the contraaileasribed below. Most of these changes are
not substantive in nature. A summary of the changeutlined below.

Paragraph 1 This was formerly paragraph 23. We’ve moved fiovision forward for
emphasis.

Paragraphs 3 & 4 Former paragraph 29 contained elements considesential for
establishing an understanding with the client ahecvwere included in the Contract to be
used in lieu of a separate engagement letter. $M@oved the contents of paragraph 29,
incorporating the auditor’s responsibilities intarggraph 3 and creating a new paragraph 4
for the entity’s responsibilitiesln addition:

* We've addedsection 3.c.(4yegarding testing of agency fund transactionsaasqd
county audits.

* We've removed the reference to GASB 14attion 3.f, so that any GASB statement
related to reporting entity (such as GASB 39) wélincorporated automatically.

* We've addedection 3.j.related to the auditor’'s most recent peer revieport, to
address the requirement at GAS 3.55 (2003 Revision)

Paragraph 6. We’'ve added a requirement that tkason(s)for requesting an extension of the
due date of the audit contract be included whenesiing the extension.
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Paragraph 8 We've addedection c.related to the determination of major school distr
funds, and we’ve added the requiremergantion d.that biennial audits be submitted under
one report cover.

Paragraph 9 We've addedection f.to address the requirement at GAS 5.26 — 5.30dade
the entity’s response to audit findings in the auvejport, if that response is available at the
time of report issuance. Please give the entiBagaonable opportunity to provide a response
prior to the submittal of the report.

Paragraph 1Q

* We've addedection a.(2)(e)requiring that non-federal expenditures be regubfor a
federal program, if applicable. This will geneyadinly be applicable if non-federal
revenues/receipts (i.e., program income or matchings) are also reported for a
program.

* We've removed the requiremembimer section #5.€). that the audit report either
include or be accompanied by the A-133 “summanrgdate of prior audit findings” that
is required to berepared by the entity. Please notehat theauditor-prepared report on
prior audit findings (the new section #9.e.) il stiquired. Please also not¢hat this
doesn’tchange the A-133 requirement that the auditorsastbee reasonableness of this
entity-prepared schedule as part of audit followand doesn’t change the requirement
that this schedule be submitted as part of the 2f&Borting package.

Paragraph 14 We've added a phrase to emphasize that all gpipte entity officials and
employees be notified of the exit conference.

Paragraph 15

* Insection c, we've emphasized the on-going contractual requant that the final audit
report be submitted to the entity and our Bureahe@same time

* Insection f, we've added a sentence as a reminder that @tbepy of the reporting
packageor the alternative written notification described irsection 320.e of A-138&ust
be submitted by the entity if the entity receiveddral funding indirectly through another
pass-through entity (i.e., State agency, tribalegoment, etc.). Please review this
section of A-133 so that you are aware of, andasaist the entity in submitting, this
required element.

Paragraph 18 We've added the provision that, if required ly 8ureau, the auditor must
provide documentation that independence, as debgeabe professional standards, has been
maintained.

Paragraph 19 We've added the provision that any individuafion that is subcontracted to
perform audit work under this contract must quaidiyand be listed on our Bureau’s Roster
of auditors authorized to conduct local governnamits. In addition, we’'ve emphasized
the on-going contractual requirement that writtppraval must be obtained prior to entering
into any such subcontract arrangement.
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Paragraph 28 We've added a final provision, establishing that Bureau won’t approve the
cancellation of an existing contract for the salepose of allowing the creation of a new
contract that extends the number of fiscal yeatsetaudited.

Appendices We've revised the page numbering of the con@actrelated Appendices. The
contract is now 12 pages, and stands on its ovine Appendices have been changed from 3
Appendix A’s, to Appendix A, B and C to accommodetd@tracts encompassing more than
one audit. If the contract is for only one auditrfual or biennial), only Appendix A should
be attached.

» Section 3 has been added, requiring that anyededgrpresented component units be
identified at the time of entering into the contrac

» Section 7 — the threshold for A-133-required asilds been revised for the current
threshold of $500,000, and to accommodate anyduthianges in the threshold.

These new contracts dated 3/07 should be put intéfect immediately. We will continue to
accept for a_very limited timethe standard audit contract dated 7/01 if signatues were
dated prior to the time that you received the encleed contract. Regardless of the time the
first signature on the audit contract was dated, wevill require that the new standard audit
contract dated 3/07 be used for all audits for whit the contract is received by the
Department of Administration on or after May 31, 2007. Any 7/01 contracts received on or
after that date will be returned without approval and must be resubmitted on the new
contract form dated 3/07.

Some firms in the past have retyped the contraat fato their own word processing systems.
This has, unfortunately, resulted in typographerabrs, omissions and other changes to the
intended wording and content of the contract, wéeithtentional or not, and has resulted in
contracts being returned for correctidfiyou would like a copy of the standard audit
contract, it is available in both MS Word and PDF brmats on the Department of
Administration’s web site (http://doa.mt.gov/lgsb/) If you have any questions on the
changes to the contract, or on obtaining an electroc version of the contract, please contact
us.



